AR77 


MANHATTAN 


MINERALS 


AR 
02 


f 


Ph 2 rncerled) 


- 


MANHATTAN 


Winspear Business Reference Library 


University of Alberta 
4-18 Business Building 
Edmonton, Alberta T6G 2R6 


MaieN eR AL: S 


Ce05R: Ps 


MANHATTAN MINERALS CORP. IS COMMITTED TO BUILDING LASTING VALUE FOR SHAREHOLDER 
THROUGH THE DEVELOPMENT OF ITS PRECIOUS AND BASE METAL ASSETS IN NORTHERN PERU 
MANHATTAN MINERALS IS EQUALLY COMMITTED TO ENVIRONMENTALLY SAFE AND SOCIALL’ 


RESPONSIBLE DEVELOPMENT AS A MEMBER OF THE COMMUNITY OF TAMBOGRANDE. 
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Today I am pleased to confirm that we are entering 2003 with 
almost all of our corporate and operating transition completed, and 
our business plan is progressing well. During 2002 we completed 
the Environmental Impact Assessment for the TG-1 project at 
Tambogrande in northern Peru, and we completed the final draft 
feasibility study confirming the robust economics of this project. A 
Motion passed through Congress recommending to the government 
that the Executive branch transfer the governments 25% ownership 
interest in the project to the local communities, and during the year, 
two different bills were submitted to Congress to legislate this 
transfer. Within 2 months of our delivery of the EIA in Peru, a civic 
group in Tambogrande submitted a significant number of petitions 
of registered voters of the District supporting the expeditious review 
of the EIA and project development. 


The EIA confirms that the project can be built with far 
more positive benefits than negative impacts to the region. 
Misinformation that was used by opponents to the project has been 
remedied with public distribution of the factual data in the EIA, 
with tangible positive changes in community opinion. 


Subsequent to the end of the 2002 year, the company obtained 
a one year extension on the exercise date of the option agreement 
on the Tambogrande concessions, and on May 16th, 2003, the 
company completed a private placement with gross proceeds of 
CD$4.29 million. 
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DEAR FELLOW SHAREHOLDERS 


REDUCING RISK 

Management has and will continue to diminish risk for the own- 
ers hand in hand with our work to provide gains. Risk mitigation is 
critical to business success. Our approach to risk mitigation, is 
to engage in this’practice at the core business level, and we will 
continue to do so. Risk mitigation also requires time. Particularly 
where social issues are paramount in business success, it is imper- 
ative that the process of consensus building progress at a rate 
acceptable to the majority of the stakeholders involved. 


The risk mitigation program has included the completion of the 
final draft feasibility studies by independent contractors to ensure 
that the TG-1 deposit is viable. Independent contractors have com- 
pleted the Environmental Impact Assessment to determine if the 
TG-1 deposit can be built safely for the environment, and for the 
communities in the region. Community programs have continued to 
ensure that the population is able to make factually informed deci- 
sions about the project. 


EXPLORATION 

During early 2003 the company obtained entirely new geo- 
physics data over our concessions in Peru which has both confirmed 
the quality of our existing targets, and generated entirely new high 
quality targets which appear equal to and better than the geo- 
physics expressions of the known deposits at TG-1, TG-3, and B5. 
This new data includes areas for which we previously had no 
geophysics data. 


MANHATTAN SHARE PRICE 
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OUTLOOK FOR 2003 
During 2003, it is our intent to build the next supporting struc- 
ture for the company by resuming exploration activities on our land 
concessions in Peru. Despite an unprecedented rate of discovery on 
our exploration land concession, during 2002 the company 
_ refrained from drilling activities, and concentrated instead on con- 
sensus building with the local stakeholders, and on the confirmation 
of the value of the TG-1 asset through completion of the final draft 
feasibility and Environmental Impact studies. 


In 2003, the company expects to resume exploration centered 
on the previously drilled B-5 project, and on several other anom- 
alies which were previously identified but which have not been drill 
tested to date. This work is being facilitated by our acquisition in 
early 2003 of new geophysics data for our land position in Peru, 
including areas for which we did not previously have any geophysics data. 


— During 2003 Manhattan is continuing with the dialogue and 
citizen participation programs which have brought us closer to the 
community, and which have generated tangible evidence of signifi- 
cant support for the project. We will progress with the formal EIA 
review process, which incorporates information workshops, a pub- 
lic comment period, and government reviews. We will investigate 
and potentially engage in joint venture partnerships and work to 
arrange financing for mine construction. We expect to see the 25% 
ownership interest in the project currently held by the Government 
of Peru, formally transferred to the local region and municipalities, 
and this will contribute to the comprehensive plan of community 
consensus and neighborhood resettlement. 


of Tambogrande, 89% of the population goes without one or more 


COMMUNITY 

One of the most striking aspects of the EIA has been in the 
social and economic information it has provided about our area of 
operations in Tambogrande. Whilst we provide some of this data in 
our Annual Report, the most striking reality is that in the District 


basic human need (BHN is defined by the Government of Peru a 
water, electricity, or sewerage). This compares to an average in 
Peru of 52%. Every shareholder of Manhattan Minerals Corp. 
should be aware of the terrific need for investment in the region in 
which we operate, and feel proud of the contribution we can make 
in improving the social environment in Tambogrande. 


ACKNOWLEDGEMENTS 

This year I want to end my letter with a special note of appre- 
ciation to all of our shareholders for your sustained support for the 
management team and employees of the company. We work hard 
to maintain an open information disclosure policy to the owners, 
and we will continue to match your support for us, with our com- 
mitment to you. As President of the company, I value and am proud 
of the mutual support and respect that exists between the employ- 
ees, management, the Board of Directors, and the owners of the 
company. Many others also deserve recognition for their contribu- 
tion to the company, including our contractors and consultants, 
legal council, and vendors. 


Manhattan Minerals is a company every shareholder should be 
proud of; proud of the values and ethics that are maintained 
through the organization, proud of our assets, and proud of the con- 
tributions and opportunities we have and will continue to bring to 
the regions in which we work. 


Sincerely, 


Es (A ie 


Lawrence M. Glaser 
Chairman, President & CEO 
May 23, 2003 


MANHATTAN MINERALS CORP. ASSETS 


An “Asset Rich” resources company, is one in which the company 
owns or has established rights to known mineral properties of value, 
and does not need to acquire additional land to obtain its business 
goals, and provide acceptable returns to the shareholders long into 
the future. Manhattan Minerals Corp. is an asset rich company. The 
company philosophy has been to ensure that the assets are real, 
that they can be developed, and that their value can be increased. 
Success depends upon an efficient use of company funds and people 
to ensure that the value of the assets increases, and in so doing, the 
value of the company. There is no room for taking shortcuts in a 
process where shortcuts can lead to loss of asset value. 


During 2002 we have cleared any economic and environmental 
mystery of a dominant asset in our portfolio, the TG-1 project, by 
completing an Environmental Impact Assessment, a final draft 
Feasibility Study, and by working to resolve the community con- 
cerns linked to this specific project. Because all of our mineral 
assets are similar to TG-1 in terms of genesis and character, there 
is a great deal of value cross-over between the TG-1 asset, and our 
other assets including TG-3, B-5, and the exploration targets. 
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It is important to emphasize that the assets of the company 
include not just our physical properties and projects in Peru, but 
also our relationships and credibility in that country with the 
government, industry peers, and various stakeholders, and our 
geological and engineering expertise in these genetically linked ae 
suite of volcanogenic massive sulfide deposits and targets. 


Manhattan’s work to date in the Tambogrande region confirms 
that we hold the dominant land position covering the core of a 
field of deposits; that these deposits have characteristics such a = 
geometry, grade, and volumes which make them sought after with- 
in the mining industry, and we have only begun to test a suite of tar- 
gets that have geophysics expressions equal to or better than the 
known deposits in this field. a 


The TG-1 deposit alone contains inferred and indicated 
resources of about 2.0 million ounces of gold, 64 million ounces of 
silver, 1.94 billion pounds of copper, and 1.35 billion pounds of 
zinc. Manhattan Minerals Corp. is an Asset Rich Domipany: 


DISTRICT OF TAMBOGRANDE 
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THE TG-1 DEPOSIT ALONE CONTAINS INFERRED AND_ INDICATED 
RESOURCES OF ABOUT 2.0 MILLION OUNCES OF GOLD, 64 MILLION OUNCES 
OF SILVER, 1.94 BILLION POUNDS OF COPPER, AND 1.35 BILLION POUNDS 
OF ZINC. MANHATTAN MINERALS CORP. IS AN ASSET RICH COMPANY. 
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ENVIRONMENTAL AND FEASIBILITY STUDY 


The final draft Feasibility Study for the Tambogrande TG-1 deposit 
was completed in September 2002. The work has been carried 
out by AMEC E&C Services Limited (AMEC). Klohn Crippen 
Consultants Ltd. also had input into the study. The study is cur- 
rently under final review pending any amendments based on results 
of the Environmental Impact Study review underway in Peru. 


The Feasibility Study, along with a Financing Plan (for Project 
development) are key requirements for the exercise of the Option 
Agreement with Centromin, an operating company owned by the 
Government of Peru. 


Initial development of the oxide gold/silver deposit will be at a 
process rate of 7,500 tonnes of ore per day, followed by an expan- 
sion to 20,000 tonnes per day as the underlying base metal deposit 
is brought into production. The study includes an evaluation of min- 
eral resources and reserves; mine development plans, processing 
options, hydrology, tailings and waste rock disposal, transporta- 
tion, and resettlement. 


Gold and silver recoveries from the oxide deposit, using whole 
ore leach and Merrill-Crowe recovery, are estimated at 90% and 
62% respectively. 


The TG-1 copper sulphide deposit includes three distinct ore 
types. Type 1 ore is comprised of minerals such as chalcocite and 


covellite, as well as minor chalcopyrite. Type 2 ore comprises chal- 
copyrite and sphalerite and Type 3 ore is comprised of chalcopyrite. 
The different mineralization of each ore type requires slightly 
different applications of conventional flotation techniques. 
Metallurgical testing indicates that recovery of copper from Type 1 
ore is 75%, Type 2 is 70% and Type 3 is 88%, in concentrates rang- 
ing in grade from 23 to 27%. Type 2 zinc recovery is 76% ata 
concentrate grade of 50%. 


Mining of the TG-1 deposit will be carried out with conventional 
open pit shovel-truck methods. The oxide gold/silver deposit will be 
mined first utilizing a contractor because of the need for flexibility 
and somewhat smaller equipment than that required later 
in the mine’s life. Production from the gold/silver deposit will 
continue for approximately 3.5 years. In the final stages of gold 
and silver mining, the base metal sulphide deposit will be uncovered 
and production will begin using a second grinding line (10,000 tpd 
capacity), feeding a copper flotation circuit. When the TG-1 
gold/silver deposit is finally exhausted, that grinding line will be 
converted to sulphide production, and full production from the 
sulphide deposit, of 20,000 tonnes per day, will occur. 


During the gold/silver phase, 260,000 ounces of gold and 3.2 
million ounces of silver will be produced annually. On average, over 
the nine years of production from the sulphide deposit, more than 
400,000 tonnes of copper and zinc concentrates will be produced 
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annually. This equates to average annual production of 190 mil- 
lion pounds of copper, and 90 million pounds of zinc. The project, 


2 being located in the coastal area of northern Peru, enjoys excellent 
_ existing infrastructure including power, transportation and port 


access. The mine is located at approximately 100 meters elevation, 
in stark contrast to many new projects located in remote high 


: altitude locations. 


ENVIRONMENTAL IMPACT ASSESSMENT 
In December 2002 the Company submitted its Environmental 
S Impact Assessment (EIA) for the project. Klohn Crippen 
Consultants prepared this report, with support from a number of 
International and Peruvian consultants and contractors. 


The study is currently being reviewed formally by the Peruvian 
- Government’s Ministry of Energy and Mines (MEM). The review 
process includes a series of community workshops and public audi- 
ences, culminating in a formal response to the study, written by the 
MEM. The Company is then required to respond in writing to the 
comments, after which the MEM makes a final decision as to the 
projects approval. 


Manhattan has been collecting environmental and social base- 
line information continuously since late 1999, and continues to do 
so in order to maintain an accurate and comprehensive database. 


QUEBRADA 


Key environmental issues that have been examined at length in 
the EIA include protection of surface and groundwater regimes, 
protection of the adjacent agricultural area, and management of 
dust and noise from operations. Tailings dam design and measures 
to control acid generation potential of the waste rock, exceed 
industry norms. 


The potential impacts to the local community and the nearby 
agricultural area are a major component of the study. As a base- 
line, the Company, working with national and international 
consultants has undertaken numerous specific social and economic 
studies, including workshops and focus groups in the Tambogrande 
area. This information has contributed to understanding the cur- 
rent conditions and proposing mitigation measures for potential 
impacts. A framework has been developed for a resettlement plan 
for the affected people in the town of Tambogrande, along with 
concepts for assisting the agricultural areas to fully develop 
their potential. 


A key ingredient to the community development plan is to 
demonstrate the positive socio-economic benefits that will be 
derived from the project. Manhattan’s investment can be used to 
drive an economic resurgence in the area and in particular the 
agricultural industry. Together with Government and the 
Community, Manhattan has the opportunity to provide the spark 
that will see the San Lorenzo region regain its position as a prime 
agricultural producer. 
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“EVERY SHAREHOLDER OF MANHATTAN MINERALS CORP. SHOULD BE AWARE OF THE 
TERRIFIC NEED FOR INVESTMENT IN THE REGION IN WHICH WE OPERATE, AND FEEL PROUD 
OF THE CONTRIBUTION WE CAN MAKE IN IMPROVING THE SOCIAL ENVIRONMENT IN 


TAMBOGRANDE.” Lawrence M. Glaser Chairman. President and CEO April, 2002 


THE OPPORTUNITY FOR A MAJOR IMPROVEMENT IN THE LIVING 


STANDARDS, HEALTH AND EDUCATION, 


EARNING CAPACITY AND 


SKILLS TRAINING FOR THE PEOPLE OF THIS REGION IS NOT T ONL 
SELF EVIDENT, IT IS ALSO A NECESSITY. 


COMMUNITY RESPONSIBILITY 


eo 


Codes of conduct and policy initiatives that companies devise and 
communicate only have value and credibility if all the people who 
work for a company can represent both the concerns and issues 
of the communities in which they work, and maintain as a core 
principal, that their activities will improve those communities. 


Community responsibility is quite different from community 
relations. Community responsibility is about respect for people, 
respect for property, and the presentation of factual information 
that permits all members of a community to make informed 
decisions about the future of their community. Responsibility is 
about ensuring that citizens are able to understand the infor- 
mation they are given, and that they are able to determine for 
themselves whether or not impacts from new projects are out- 
weighed by the benefits, and to determine if those community 
improvements are sustainable, or temporary. 


Responsibility is about listening and making adjustments to 
ensure that the gains do outweigh the impacts, and it is about 
obtaining a community wide consensus about what is the best 
course of action for that community. 


Responsibility is about understanding that people need time 
to assimilate information, obtain additional information that 
they may require, test the validity of the information they are 
provided, and to make a decision. Any attempts to take short- 
cuts in this process is irresponsible, and communities have a 
right to let companies know when they have been irresponsible. 


There is a right way to demonstrate community responsibil- 
ity. It means respect for all those you encounter all the time, not 
just most of the time. It means respect for peoples concerns, 
even if you disagree with their reasoning. 


COMMUNITY NEEDS 

Because of the social issues linked to new mine construction, 
Manhattan has incorporated a great deal of socio-economic 
issues in the EIA for the Tambogrande project. Much more so 
than for most other mining projects in the world. The social base 
line data has been troubling to many of us because of the eco- 
nomic deterioration in the District of Tambogrande, which has 
led to Tambogrande living standards falling behind the rest of 
Peru on most social and economic standards. This is despite what 
was once a thriving agricultural sector, and which we think can 
be again provided there is sufficient capital injection and techni- 
cal assistance. 


In the District of Tambogrande, 82% of the population is 
without drinking water versus 35% for the country. 90% have 
no sewerage versus 54%, and 88% has no electricity versus 
38% countrywide. 55% of those who are employed earn less 
than the minimum wage of 410 soles (US$120) per month. 


There are 1,050 toilets for 68,000 inhabitants. 44.2% of the 
inhabitants live below the Peruvian poverty line of family 
income below 410 soles per month, with poverty greatest in the 
rural and agricultural areas. 67.5% of the population had a 
death or sickness requiring health services in 1999. In the 
District of Tambogrande, infant mortality is 7.7 per 1000. 
There are 1.4 doctors per 10,000 inhabitants. 


The situation in the area of the San Lorenzo Agricultural 
area is even worse, where 50% of the children between the age 
of 13 and 17 do not attend school, 18% between the ages of 6 
and 12 do not attend school, 26% of this population is illiterate, 
92% lack water, electricity, or sewerage, and 60% lack all three 
basic human needs. Although the San Lorenzo irrigation system 
was built to irrigate 42,188 Hectares of land, only 26,000 
Hectares are under cultivation, due to degradation of the irriga- 
tion system, silting of the reservoir, and soil quality degradation. 


COMMUNITY BENEFITS 

The EIA and final draft feasibility study for the 
Tambogrande mine project, confirm the following economic 
benefits and opportunities. During mine construction there will 
be 1250 direct new jobs plus up to 5000 indirect jobs. During 
the 12 year operating life of the mine, the mine will employ 350 
people full time, plus an additional 1000 jobs by outsourcing, 
plus 1,400 jobs indirectly. About 75% of the direct and indirect 
jobs will be filled by local residents. 


The Payroll and Income Taxes paid during the life of the 
operation are forecast at US$110 million, with $40 million 
payable from production royalties. Using only the existing tax 
repatriation laws in Peru, where 50% of the earnings tax paid 
by the operation is returned to the local region, the communities 
near the mine are forecast to receive US$51 million during the 
life of the operation. Prior to mine production, and during the 
construction phase, the District of Tambogrande will receive in 
excess of US$39 million linked to the construction of a new 
neighborhood, the provision of services throughout the commu- 
nity of water, electricity, sewerage, with construction of new 
town facilities including a hospital, church, police and fire sta- 
tions, library, schools, park areas, to name but a few. These ben- 
efits do not include the economic and standards of living bene- 
fit that would be enjoyed by the region on the possible transfer 
of the governments existing 25% ownership interest to the local 
region and municipalities, nor does it include the benefits that 
would be created from the direct capital investment, goods, and 
services that would be required, or the technical facilities that 
would be available to the agricultural sector for shared usage 
assets, such as expansion of the port facility in Paita. The oppor- 
tunity for a major improvement in the living standards, health 
and education, earning capacity and skills training for the peo- 
ple of this region is not only self evident, it is also a necessity. 
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EXPLORATION 


A dominant asset of Manhattan Minerals Corp. is our rate of dis- 
covery of new deposits on our land concessions in Northern Peru. 
This includes the Tambogrande concessions in which we have an 
option to earn a 75% interest from the Government of Peru, the 
Lancones concessions in which we own a 100% interest, and the 
Papayo concessions where we are earning a 51% interest from 
Cedimin (Buenaventura Gold Co.). Our ability to increase the value 
of the asset base of the company through exploration and develop- 
ment drilling of existing targets on our existing land holding, is 
remarkable. To date, we have drilled 9 geophysics anomalies and 
discovered three massive sulfide deposits; TG-1 gold which overlies 
TG-1 copper, TG-3, and B-5. Two of these deposits contain over 
100 million tons of massive sulfides and one contains 900,000 
ounces of gold as indicated and inferred resources plus 17 million 
ounces of silver. All three of these deposits are located within a 10 
kilometer area, within our over 51,500 Hectares of exploration 
land. Of the 6 anomalies which did not discover significant massive 
sulfides, three contained associated sulfides, and down-hole geo- 
chemistry and geological data indicates that 2 anomalies were 
probably not drilled deep enough. 


Unlike companies who have a diversified exploration portfolio 
with targets often located in different countries and in very differ- 
ent geological settings, one of the strengths of Manhattans explo- 
ration assets is that we have a dominating wealth of geological, 
geophysical, and geochemical knowledge available to us which has 
permitted us to create and test models for geophysical interpreta- 
tion based upon detailed drilling on the TG-1 and TG-3 deposits. 
This can be used in defining, prioritizing, and drilling the many 
additional anomalies which have not yet been tested. 


The refinement of our exploration program has continued 
through 2001 and 2002 despite the lack of drilling due to low met- 
als prices during this period. In 1Q 2003 we obtained additional 
geophysics data on our land position, including for land over which 
we previously had no geophysics data. This has been a significant 
addition to the program and has led to reinterpreting and re-prior- 
itizing previously known targets for drilling, along with the discov- 
ery of new targets with geophysical characteristics analogous to the 
TG-1, TG-3, and B-5 deposits. 


The resumption of a drilling program on our property in Peru 
during 2003 is a core element of our business plan. We are 
committed to resuming a drilling program in 2003. The company 


is also seeking to diminish any risk of shareholder dilution by — 
obtaining exploration joint venture partners to fund ke 
exploration work. 


THE B = 5S PROJECT 

The primary exploration target for the company is the B-5 
project in which we have already drilled 14 holes, with extremely “ 
positive results, particularly given that this was the very first 
drilling program on this project. This includes hole B- 5 008 whic : 
intercepted 53 meters of material averaging 4.6% copper and 
17 g/t silver, and hole B-5 014 which intercepted 86 meters ue 
material averaging 2. The copper and 19 g/t silver. eh 


B-5 DRILL HOLE INTERCEPTS 


Interval 


Hole No. | Width Gold g/t | Silver g/t 


3.48% 
0.52% 
1.43% 
3.12% 
5.35% 
1.85% 
2.91% 
2.84% 
0.08% 
0.04% 
0.10% 
1.80% 
2.60% 
10.00% 
2.60% 
0.10% 
0.30% 
0.30% 
0.10% 


0.20% 


Despite the very favorable initial drill hole results, the assay 


data in the above table does not tell the whole story of B-5. The oe 
drill data for the barren core of sulfides at B-5 suggests that this 


deposit is analogous to TG-1 and TG-3, not just in terms of gene- 
sis, but also in terms of size. 


Using the geophysical modeling already referred to, the 
Company has prioritized the B-3, B-7 and B-7 North, STG-2, and 
B-4 targets as comparable to already known discoveries in our 
district. All of these targets, including B-5, are located South of the 
Piura River, in sparsley populated and non-irrigated areas. 


12 HAVE A DOMINATING WEALTH OF GEOLOGICAL, GEOPHYSICAL, AND 
EOCHEMICAL KNOWLEDGE AVAILABLE TO US WHICH HAS PERMITTED 


S T0 CREATE AND TEST MODELS FOR GEOPHYSICAL INTERPRETATION 
BASED UPON DETAILED DRILLING ON THE TG-1 AND TG-3 DEPOSITS. 
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RESERVES AND RESOURCES 


The reserves and resources are calculated in accordance with 
National Instrument 43-101 — Standards of Disclosure For 
Mineral Projects. Mineral Reserves presented here are as at 
December 31,2000, based on pre-Feasibility Studies. Mineral 
Resources for TG-1 have been reviewed and updated (March 
2002) as part of the ongoing Feasibility Study. Revised 
Mineral Reserves will be available following the completion 
of the Feasibility Study. 


All calculations are based on the following metal prices: 


Copper US$°0.90 per pound 
Zinc US$ 0:55 per pound 
Gold US$ 300. per ounce 
Silver US$ 5.00 per ounce 


The Mineral Resource model for TG-1 has been independently 
reviewed and estimated by Roscoe Postle Associates Inc. The 
Qualified Person is Gilles Arseneau; Ph.D., P-Geo. Mineral 
Reserves have been independently developed for Manhattan by: 
AMEC E&C Services Ltd. (AMEC). The Qualified: Person for 
AMEC. is Stephen Juras, Ph.D., P-Geo. 


/Te-1/e0Lp DEPOSIT 


Gold Silver 
Indicated 7,964,000 3.6 62 
Inferred 725,000 3.4 62 


Gold Silver 
Probable 8,056,000 B25) 67 


The resource is calculated based on a cut-off grade of 1:0 g/t 
gold. High values have been cut to 20 g/t Au and 150 g/t Ag 
in the lower grade Oxide zone and 50 g/t Au and 2000 g/t 
Ag in the higher-grade Transition. zone. 


The reserves are calculated on a Net Smelter Return (NSR) 
cut-off of US$8.53, which covers processing and. G&A costs. 
The reserves incorporate 95,000 tonnes of external dilution 
taken at zero grade. The open pit design shows that the 

deposit can be mined at a strip ratio of 2.3:1 (waste:ore). 


CONVERSION TABLE 


= METRIC UNIT 


METRIC MEASURE 


IMPERIAL MEASURE = IMPERIAL UNIT 


2.47 acres 1 hectare 0.4047 hectares 1 acre 

3,28 feet 1 metre 0.3048 meters - 1 foot 

0,62 miles 1 kilometre 1.609 kilometres T mile 

1.102 (short ton) 1 tonne 0.907 tonnes 1 ton 

0.032 ounces (troy) 1 gram 31.1 gram 1 ounce (troy) 
0.029 ounces (troy)/ton 1 gram/tonne 34.28 grams/tonne 1 ounce (troy)/ton 


SULPHIDE DEPOSIT 


Zinc Gold 

% g/t 
0.1 

0:2 


2.1 
O22 
1.0 ed 
a4 0.1 
1.9 0.1 
1.3 0.1 
a3: 0.1 
1.6 

15 


Mineral Resources Tonnes 


Silver 
g/t 


Copper 
Y 


Ze 


15,369,000 
846,000 


Indicated 
Inferred 


Indicated 
Inferred 


25,458,000 


Type 2 
: 1,078,000- 


Indicated 
Inferred 


12,784,000 
787,000 


2,545,000 
584,000 


Stockwork Indicated 
Inferred 


0 
LO 
0.8 


56,156,000 
3,295,000 


Indicated 
Inferred 


Total 


Mineral: Reserves: Tonnes 


Copper | = Zinc» Gold Silver 
Yo % g/t g/t 
Type 1 Probable 15,100,000 Sok 0.1 0.6 26 


The resource is calculated using a cut-off grade of 0.75% Cu equivalent. 


The reserves are calculated on variable NSR cut-offs (Type 1 = US$4.75, 
Type 2 = US$5.97, Type 3 and Stockwork = US$4.60) that covers processing, 
and G&A costs. The reserves incorporate 200,000 tonnes of external dilution 
and 400,000 tonnes of internal dike dilution, both taken at 0 grade. The open 
pit design shows that the deposit can be mined at a strip ratio of 1.2:1 
(wastezore). 


g/t 


(Inferred) Copper : 
North Deposit 25,000,000 0 29 
a 


Ke : 


The resource is calculated using a cut-off grade of 0.5% copper equivalent. 


Silver 
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MANAGEMENT DISCUSSION AND ANALYSIS hk 


INTRODUCTION 


This discussion and analysis should be read in conjunction with the consolidated financial statements. The 
Company's reporting currency is the United States dollar. All amounts in this discussion and in the consolidated 
financial statements are expressed in United States dollars, unless otherwise stated. 


CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Except for historical information contained in this discussion and analysis, the following disclosures are forward- 
looking statements, as defined in the Private Securities Litigation Reform Act of 1995. Forward-looking statements 
are subject to risks and uncertainties, which could cause actual results to differ materially from those in such 
forward-looking statements. The Company assumes no obligation to update its forward-looking statements to 
reflect actual results, changes in assumptions or changes in other factors affecting such statements. 


SUMMARY OF FINANCIAL RESULTS 


Manhattan recorded a loss in 2002 before results from discontinued operations, of $1,387,000 ($0.03 per share) 
compared to a loss of $2,559,000 ($0.06 per share) in 2001 and a loss of $1,435,000 ($0.04 per share) in 2000. The 
loss including results from discontinued operations for 2002 was $1,387,000 ($0.03 per share), $2,559,000 ($0.06 per 
share) in 2001, and $4,730,000 ($0.13 per share) in 2000. 


Manhattan adopted a plan to dispose of its Mexican operations in 2000 that included the sale of all its Mexican sub- 
sidiaries, and reported this business segment as discontinued operations. The sale of the Mexican subsidiaries was 
completed on March 12, 2001. 


CRITICAL ACCOUNTING POLICIES 


The Company's consolidated financial statements are prepared inaccordance with Canadian generally accepted 
accounting principles as described in note 3 to the consolidated financial statements. The preparation of financial 
statements in conformity with Canadian generally accepted accounting principles requires management to make 
estimates and assumptions. These estimates and assumptions affect the reported amounts of assets and liabili- 
ties, and the disclosure of contingent assets and liabilities, at the date of the financial statements, and revenues and 
expenses for the periods reported. Actual results may differ from those estimates. 


In addition, exploration and development properties are recorded at cost, which includes acquisition, exploration 
and development costs, financing charges, interest, and attributed direct general and administrative support costs. 
Properties determined to be impaired, sold, abandoned or assessed not to contain economic reserves, are written 
down. Carrying values do not necessarily reflect present or future values. The recoverability of those carrying 
values is dependent upon the Company obtaining financing for exploration and development, establishing mineral 
reserves, and implementing profitable operations. 


The application of accounting principles generally accepted in the United States does not have a significant impact on 
the results of operations and financial position except as described in note 13 to the consolidated financial statements. 


RESULTS OF OPERATIONS 


Expenses and Other Income 


Expenses net of other income and expenses for 2002 were $1,387,000, compared to $2,559,000 for 2001, and 
$1,435,000 in 2000. The decrease in costs for 2002 over 2001 was due primarily to the accrual of head office sever- 
ance costs of $773,000 and the write down of the Tambogrande Project of $371,000 in 2001 and to a lesser extent the 
effects of the 2002 insurance claim recovery, and foreign exchange gains. In 2002 Manhattan settled its insurance 
claim and recovered $48,000 more in insurance proceeds than was previously anticipated. The write down of the 
Tambogrande Project of $371,000 in 2001 was based on preliminary settlement figures provided by the insurance 
adjusters and reflects the difference between the estimated damage to the Tambogrande site and the correspon- 
ding estimated insurance proceeds receivable. The increase in 2001 costs over 2000 was due primarily to the accru- 
al and payment of head office severance costs of $773,000, the write down of the Tambogrande Project of $371,000 
and to a lesser extent, lower interest income, partially offset by lower foreign exchange losses in 2001. 
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LIQUIDITY AND CAPITAL RESOURCES 


At December 31, 2002, the Company had a negative working capital position of $1,035,000 (2001: a positive position 
of $1,569,000), including cash and cash equivalents of $71,000 (2001: $2,079,000). On May 16, 2003, the Company 
closed a private placement financing with net proceeds of $2,896,000. The Company believes that it has sufficient 
capital to maintain its operations and meet its business objectives in 2003. 


Operating Cash Flow 


In 2002 Manhattan used $803,000 ($0.02 per common share) in operations compared to $1,358,000 ($0.03 per 
common share) used in operations during 2001 and $3,154,000 ($0.09 per common share) used in 2000. The nega- 
tive cash flow for 2002 and 2001 primarily reflects head office administration costs, including severance costs, while 
for 2000 the negative cash flows primarily reflect the holding costs associated with the Moris Mine while it was 
being held on a care and maintenance basis. 


Financing Activities 


On May 16, 2003, the Company issued 6,130,814 units, each unit composed of one Common Share and one-half of 
one Common Share purchase warrant for net proceeds of $2,896,000. In connection with the financing, the Company 
paid a commission of cash in the amount of 7% of the gross proceeds of the financing and 401,464 broker warrants, 
each broker warrant entitling the holder to purchase one Common Share at a price of C$0.70 per share. Proceeds 
from this financing will be used to fund ongoing work on the Tambogrande Project, drilling of exploration targets 
and for working capital purposes. 


In October 2002, the Company issued 2,364 units, each unit comprising one C$1,000 principal convertible promis- 
sory note and 1,960 share purchase warrants, for total gross proceeds of $1,504,000 (C$2,364,000). The convertible 
notes have been split between their debt and equity components, and in addition, a portion of the proceeds from the 
units has been allocated to the fair value of the share purchase warrants granted. Funds were utilized to advance 
the Environmental Impact Assessment (EIA), the Feasibility study and for general administrative purposes. 


In August 2002, 2,922,500 previously issued common share purchase warrants were re-priced from C$1.25 to 
C$0.67 per warrant if exercised on or before September 18, 2002 and from C$1.50 to C$1.00 per warrant if exercised 
after September 18, 2002 and before September 18, 2003. Subsequently, an aggregate of 780,900 common share 
purchase warrants were exercised at a price of C$0.67 for 780,900 common shares and gross proceeds of $334,000. 
In May 2002, 30,000 employee stock options were exercised for proceeds of $16,000. 


In 2001, gross proceeds of $ 3,355,000 (C$5,260,500) were received from the Special Warrant financing of 5,845,000 
warrants at a price of C$0.90 per warrant, which received regulatory qualification on January 11, 2002. Proceeds 
from this financing were used for the EIA, Feasibility Study, community and public relations and general adminis- 
trative purposes. 


In 2000 the Company closed a special warrant private placement of 4,704,917 special warrants at a price of C$3.25 
per special warrant for gross proceeds of $10,409,000 (C$15,291,000). The Company paid commissions of 124,089 
special warrants at a deemed price of C$3.25 per warrant. Each special warrant was exercisable at no additional 
cost for one common share. Proceeds from the financing were used primarily to fund exploration, community rela- 
tions efforts for the Tambogrande Project. and general and administrative costs. 


Investing Activities 


Investing activities during 2002, 2001 and 2000 centered on the advancement of the Tambogrande Project. with 
$3,454,000, $4,073,000, and $16,429,000 respectively spent each year in completing the EIA, Feasibility Study, 
community relations and general administrative activities with the majority of the 2000 expenditures being spent on 
in-fill and exploration drilling. No in-fill or exploration drilling occurred during 2002 and 2001. 


In the first quarter of 2002, the Company successfully negotiated and received the final proceeds of $480,000 from 
its insurance claim, regarding the damage sustained on the Company's exploration camp and demonstration 
housing units in Tambogrande in February of 2001. The final settlement net of expenses of $680,000, (installment of 
$214,000 received in 2001) was $48,000 more than the amount previously anticipated and recorded of $632,000 at 
December 31, 2001. 
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DISCUSSION 


Manhattan Minerals Corp. is a minerals exploration and development company whose core business activities have 
historically been the exploration, development, and production of precious and base metals deposits. Towards the 
end of Mexican gold mining operations the Company embarked on an exploration and land acquisition program in 
Northern Peru, and has successfully discovered gold and base metals deposits in that region. During 2002 the 
Company operated exclusively in Peru and Canada, although the Company may acquire assets and operations in 
other countries in the future. The primary goals of the Company in 2002 were to complete the Environmental Impact 
Assessment on the TG-1 deposit in the District of Tambogrande, complete the final draft feasibility study on this 
project, and to re-establish a positive relationship with the community of Tambogrande for the purpose of gaining 
a social consensus about project development. During 2002 the EIA was completed and delivered to the Government 
of Peru as partial fulfillment of the requirements of the Company's option agreement with the Government, and the 
final draft feasibility study was also completed. As a result of the community relations programs undertaken in 2001 
and 2002, the Company has been able to demonstrate steadily growing support for the project from the local 
population, as defined by the petition submitted to the President of Peru in Q1 2003. The Company determines its 
business goals through an integrated process of discussions between employees, management, the Board of 
Directors, and shareholders. Very specific goals are determined, and performance is measured against the 
progress of meeting those specific business goals. In addition, performance is measured against less event driv- 
en goals, such as the success at relationship building with social, government, civic and professional organizations. 
During periods of exploration activity and asset acquisitions, performance is also measured against success in 
discovery of new ore deposits, and during periods of mine operations, success is measured against operating 
parameters such as operating costs and operating earnings. 


As a non-operating company, the single largest impediment to reaching our business goals is access to finance 
from the capital markets, and this is influenced by commodity prices, global economic outlook and perceived and 
actual political risk in those countries in which we operate. It is management's view, based upon the rate of 
discovery of deposits on our Peruvian land position, and based upon the quality of those deposits and our geologi- 
cal knowledge of that land position, that there are a sufficient number of existing exploration targets such that the 
Company is able to meet its business goals with our existing land position. Through a combination of in-house 
operating teams in the areas of geology, mining, finance, and community relations, coupled with outsourcing of 
work in the areas of mine and environmental engineering, mine construction, social and political engineering, the 
Company has, and is able to rapidly acquire expertise and resources necessary to meet the objectives of the busi- 
ness. Operating risk associated with extensive use of outside contractors, consultants, and advisors is mitigated 
through use of well defined work contracts and terms of reference, along with binding confidentiality agreements. 


A number of issues exist which can influence the business plan of the Company, but which will not alter the core 
business activities or goals. The Company may change the orientation of its exploration programs from precious to 
base metals, or vice versa depending upon it’s long term view of commodity prices. The Company may alter short 
term emphasis in its programs from exploration to development, as specific projects demonstrate economic validity. 
Risks to the business plan are evaluated on a daily basis via an integrated process of in-house analysis in 
conjunction with consultants, and where issues are identified, they are brought to the attention of the board of direc- 
tors, and decisions are made to mitigate those risks by pro-active means. Such mitigation measures generally 
influence planned operating budgets, without changes to the total planned Company expenditures. 


RISKS AND UNCERTAINTIES 


The Company is considered a junior exploration company. Its primary focus is the exploration and future develop- 
ment of gold and base metal mineral properties in Peru. The Company intends to bring its properties to production, 
structure joint ventures with others; option or lease properties to third parties, or sell them outright. The Company's 
success depends on a number of factors, many of which are beyond its control. 


Typical risk factors include metal price fluctuations and operating and environmental hazards encountered in the 
mining business, competition for properties, dependence on key personnel, potential liabilities in excess of 
insurance policy limits and coverage, and available funds may also limit opportunities. 


Future government, political, legal or regulatory changes could affect any aspect of the Company's business, includ- 
ing. among other things: title to properties and assets, environmental protection requirements, labor relations, 
taxation, currency convertibility, repatriation of profits or capital, the ability to import necessary materials or 
services, or the ability to export produced materials. 
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The Company does not currently have any foreign currency or commercial risk hedges in place. Nor does it main- 
tain political risk insurance. The Company monitors the currencies of Canada, the United States, and Peru, and the 
political and commercial environments in Peru, and will implement risk hedges when it deems advisable. The 
Company has a policy of retaining its cash reserves approximately 50% in United States dollar accounts and 50% in 
Canadian dollar accounts. 


There is no assurance at this time that the Company's geologic resources will be economically viable for treatment 
nor that the Company will have the financial resources available to it to develop the mine. The option agreement 
entered into between the Company and Centromin Peru (formerly Minero Peru) relating to the Tambogrande 
Concessions contains certain conditions relating to operating and financial size that have not yet been met by the 
Company. The pre-qualification conditions which the Company is required to meet prior to December 1, 2003 include 
the necessity to deliver an Environmental Impact Assessment, a Feasibility study, and a finance plan. In addition, 
Manhattan must demonstrate that it has a net asset value of $100 million, and a 10,000 ton per day plant. Manhattan 
does not currently meet either of these last two qualifications. The option agreement also states that should a 
company who meets these requirements own 25% or more of Manhattan Minerals Corp. or a subsidiary company, 
then Manhattan shall be deemed to have met the qualifications. In the event Manhattan is not able to meet these 
qualifications, then the Centromin option would expire un-exercised, and Manhattan would lose all rights to the 10 
concessions covered under the terms of this agreement, resulting in an asset write down. 


On February 27 and 28, 2001 the Company's exploration camp and demonstration housing units located in 
Tambogrande was extensively damaged during a protest march, instigated by a small group of politically motivated 
persons. The damage was estimated at $1,003,000 of which the Company obtained $680,000 in an insurance 
settlement. All technical data was duplicated off site as a normal precaution and, therefore, there was no loss of 
continuity for completion of the TG-1 feasibility study and environmental impact assessment. Although drill core 
was lost, it was fully logged and photographed, and samples are retained off site. Work continues on the Project 
and the Company expects to be able to complete its environmental permitting commitments within the time frame 
accorded under the option agreement. 


DEVELOPMENT ACTIVITIES 


The granting of a Supreme Decree by the Government of Peru in May 1999 allowed the Company to proceed with 
the exploration and development of the Tambogrande Project. The Company and Centromin Peru have signed an 
option agreement, which will govern the ownership, exploration and development of the Tambogrande 
Concessions, and includes the following key provisions: 


Centromin Peru granted the Company a three-year period to complete a feasibility study and financing plan, and 
the option to elect to proceed with the development of the concessions. 


On April 11, 2001 the Government of Peru granted the Company a one-year extension to the option agreement with 
Centromin Peru on the Tambogrande Concessions. The new term of the agreement extended the time for complet- 
ing the commitments under the option agreement to May 2003, from May 2002. 


Subsequently, on April 9, 2003, as the EIA is currently under review by the Peruvian Ministry of Energy and Mines, 
Centromin granted a further one year extension for the exercise of the option until May 31, 2004. The extension 
asks the Company to meet the pre-qualifications of the option agreement by December 1, 2003. 


The Company has agreed that the mining methods to be used will not physically affect the town of Tambogrande, 
nor cause damage to its population. In addition, the tailings should be located in areas that will not affect the 
surrounding agricultural areas. 


The Company is required to meet two qualifying conditions prior to exercising the option: the Company must oper- 
ate a mine that has an average treatment capacity of 10,000 tonnes per day, and it must have net assets of at least 
$100 million. The Company may qualify directly or through a company that may own, directly or indirectly, a 25% 
interest in the Company or any subsidiary of the Company. 


In the event that the option is exercised, the Company and Centromin Peru will incorporate a mining company, 
Empresa Minera Tambo Grande S.A. ("EMTG"), which will be owned 75% by the Company and 25% by Centromin 
Peru. EMTG will acquire 100% of the Tambogrande Concessions and will develop and operate the project. 
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The Company will commit to developing the mine within four years of exercising the option. In the event that the 
mine is developed within the four-year period for less than the committed amount, as specified in the agreement, 
no penalty will be payable. In the event that the mine is not developed within the four years, Manhattan will pay 
a penalty of 30% of the difference between the amount committed and any lesser amount actually spent on the devel- 
opment of the mining project during that period. 


The Company will arrange the debt financing required by EMTG for the development of the project, including 
Centromin Peru's share, and will contribute the entire equity financing required by EMTG. 


Centromin Peru will retain a copper-price-based sliding scale NSR royalty interest in the project ranging from zero 
at $0.60 per lb. to 5% at $1.20 per lb. 


The Tambogrande Project is in the environmental permitting stage. In addition, Manhattan has conducted 
limited exploration drilling on its other Peruvian concessions, the Lancones and Papayo Joint Venture 
concessions, successfully identifying geologic targets for potential future mine development. These concessions 
are programmed for future exploration drilling. 


OUTLOOK FOR 2003 


Manhattan's lead consultant, Klohn Crippen, has completed the EIA. The EIA was submitted to the government of 
Peru in December 2002 and is currently going through the EIA review process which is governed by Ministerial 
resolutions. Public audiences for the review and approval of the EIA will commence in 2003. The Company has and 
will continue to engage the Tambogrande community to obtain a broad based social consensus in support of the 
development of the Project. Manhattan has publicly stated that the company will not develop the TG-1 project with- 
out a social consensus. Manhattan is continuing its support of the formal process of dialogue chaired by the 
Peruvian Ombudsman’s office that includes representatives of the central and local governments, community and 
business leaders and other stakeholders. Manhattan is developing alliances with highly credible international 
organizations with particular expertise in social issues to ensure a knowledgeable and experienced Project team 
and to increase the level of international transparency. 


The Company's business goals are to meet all of the requirements of the option agreement with the government of 
Peru on the Tambogrande concessions during 2003, to obtain a social consensus in favour of the project, and to 
engage in exploration on its existing land concessions. Upon conclusion of these first two goals, the Company plans 
to have in place sufficient project development finance and/or a joint venture partner to ensure capital adequacy for 
mine development. It is anticipated from the final draft feasibility study, that upon exercise of the option agreement, 
the Company will require at least 12 months of time to complete the neighbourhood resettlement, and an addition- 
al 18 months for mine construction prior to production and revenue generation. Risks include but are not limited to, 
the process of social consensus in favour of mine development, access to capital markets, and commodity price 
fluctuations. 


On May 16, 2003, the Company closed a private placement financing with net proceeds of $2,896,000. The Company 
believes it has sufficient capital to meet its business objectives during 2003. The company will monitor its financial 
position during 2003 in consideration of its plans to complete the environmental permitting process on the 
Tambogrande Project. The operating cost reduction program instituted in 2001 will continue through 2003. The 
Company intends to continue to access the capital markets and/or may seek a strategic partner for the possible joint 
venturing of mineral concessions to fund ongoing operations. There is no assurance that additional financing will 
be available on terms acceptable to Manhattan or at all. 


The Company will continue to investigate potential exploration and co-development joint venture partners from the 
mining industry, and the company intends to engage in exploration activities on its land concessions in Peru assum- 
ing that it is able to obtain partial or full funding for such exploration activities through the capital markets. 
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AUDITORS’ REPORT 
To the Shareholders of Manhattan Minerals Corp. 


We have audited the consolidated balance sheets of Manhattan Minerals Corp. as at December 31, 2002 
and 2001 and the consolidated statements of operations and deficit and cash flows for each of the years 
in the three-year period ended December 31, 2002. These financial statements are the responsibility of 
the Company’s management. Our responsibility is to express an opinion on these financial statements 
based on our audits. 


We conducted our audits in accordance with United States and Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the finan- 
cial position of the Company as at December 31, 2002 and 2001 and the results of its operations and cash 
flows for each of the years in the three-year period ended December 31, 2002, in accordance with 
Canadian generally accepted accounting principles. As required by the British Columbia Company Act, we 
report that, in our opinion, these principles have been consistently applied. 


Prveaatierheuatborpers LLP 


Chartered Accountants 
Vancouver, B.C., Canada 
March 3, 2003 (except for note 14, which is as at May 16, 2003) 
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CONSOLIDATED BALANCE SHEETS December 31, 2002, & 2001 
(thousands of U.S. dollars) 


ASSES 2002 2001 
$ $ 
Current Assets 

Cash and cash equivalents 71 2,079 
Accounts receivable 32 694 
Prepaid expenses and deposits 128 170 
231 2,943 
Exploration and project expenditures (notes 2 and 4) 61,979 58,493 
Property, plant and equipment (note 5) 16 1 
62,226 61,437 

LIABILITIES 


Current liabilities 


Accounts payable and accrued liabilities (note 6) 1,266 1,374 
Convertible promissory notes (note 7) 363 - 
Severance costs 28 212 
1,657 1,586 
SHAREHOLDERS’ EQUITY 
Capital stock (note 9) 103,696 99,773 
Special warrants - 3,010 
Equity component of convertible promissory notes (note 7) 235 
Warrants (note 7) 957 - 
Deficit (44,319) (42,932) 
60,569 59,851 
62,226 61,437 


Measurement uncertainty (note 1) 
Subsequent events (notes 4 and 14) 


Approved by the Board of Directors 


El REI ae say 


Lawrence M.Glaser Craig A. Roberts 
Director Director 


The accompanying notes are an integral part of these consolidated financial statements. 


08 MANHATTAN MINERALS CORP. 


CONSOLIDATED STATEMENTS 
OF OPERATIONS AND DEFICIT 


EXPENSES 


Corporate general and administrative 
Severance costs (note 6) 
(Recovery) writedown of Tambogrande project (note 2) 


OTHER INCOME (expenses) 


Foreign exchange 
Interest income 
Financing (note 7) 


Loss before discontinued operations 
Loss from discontinued operations (note 8) 


Loss for the year 
Deficit - Beginning of year 


Deficit - End of year 


Basic and diluted loss per common share 
before discontinued operations 

Basic and diluted loss per common share 
after discontinued operations 


Weighted average number of common shares outstanding 


December 31, 2002, 2001 & 2000 
(expressed in thousands of U.S. dollars 
except share and per share amounts) 


2002 
$ 


1,357 
53 
(48) 
1,362 
12 
14 
(51) 
(25) 
1,387 


1,387 
42,932 


44,319 


0.03 


0.03 
46,098,219 


2001 
3 


1,387 
773 
371 

2,531 


(121) 
93 


(28) 


2,559 


2,559 
40,373 


42,932 


0.06 


0.06 
39,527,472 


1,435 
3,295 


4,730 
35,643 


40,373 


0.04 


0.13 
36,839,372 


The accompanying notes are an integral part of these consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS December 31, 2002, 2001 & 2000 


(thousands of U.S. dollars) 


CASH FLOWS FROM OPERATING ACTIVITIES 2002 2001 2000 
$ $ $ 
Loss for the year (1,387) (2,559) (4,730) 
Writedown of Tambogrande project ~ 371 - 
Amortization 22 58 76 
Foreign exchange (gain) loss (14) 134 372 
Financing (note 7) 51 - - 
Compensation and consulting fees 343 142 - 
Discontinued operations - - 1,356 
Net changes in non-cash working capital (note 12) 366 284 (228) 
Severance costs (184) 212 - 


(803) (1,358) (3,154) 


CASH FLOWS FROM FINANCING ACTIVITIES 


Proceeds from exercise of options 16 - 472 
Proceeds from exercise of warrants 334 - - 
Special warrant net proceeds - 3,355 10,409 
Share issue costs - (345) (623) 
Convertible debt and warrants 1,504 - - 

1,854 3,010 10,258 


CASH FLOWS FROM INVESTING ACTIVITIES 


Exploration and project expenditures (3,454) (4,073) (16,429) 
Insurance proceeds 418 214 - 
Other property, plant and equipment (37) (3) (16) 
(3,073) (3,862) (16,445) 
Foreign exchange gain (loss) on cash 
held in foreign currency 14 (134) (372) 
Net cash and cash equivalents used during the year (2,008) (2,344) (9,713) 
Cash and cash equivalents - Beginning of year 2,079 4,423 14,136 
Cash and cash equivalents - End of year 71 2,079 4,423 


Supplemental cash flow information (note 12) 


The accompanying notes are an integral part of these consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 
(thousands of U.S. dollars) 


1 NATURE OF OPERATIONS 


Manhattan Minerals Corp.'s (Manhattan or the Company) primary activity is the exploration of precious 
and base metal mineral properties in Peru. The Company intends to bring its properties to production, 
structure joint ventures with others, option or lease properties to third parties, or sell them outright. The 
Company has not determined whether these properties contain ore reserves that are economically recov- 
erable. As a result the Company is considered to be'an exploration stage company. The recoverability of 
the amounts shown for mineral properties and related deferred costs is dependent upon the existence of 
economically recoverable reserves, securing and maintaining title and beneficial interest in the property, 
the ability of the Company to obtain necessary financing to complete the development, and upon future 
profitable production. The amounts shown as exploration and project expenditures represent costs to 
date, less amounts amortized and/or written off, and do not necessarily represent present or future 
values (see note 4). 


The consolidated financial statements have been prepared assuming the Company will continue as a 
going concern. The financial statements do not reflect the adjustments to the carrying values of assets 
and liabilities that would be necessary if the Company were unable to realize its assets or discharge its 
obligations in anything other than the ordinary course of operations. The Company periodically seeks 
financing to continue the exploration and development of its mineral properties. Although the Company 
has been successful in raising funds to date, there can be no assurances that additional funding will be 
available in the future. 


In 2000, the Company placed all of its Mexican subsidiaries for disposal, and reported those business seg- 
ments as discontinued operations (see note 8). 


Measurement uncertainty 

The Company has invested a total of $59,893,000 in its Tambogrande and Papayo property interests. In 
order to maintain those property interests in good standing, the Company is required to meet certain 
financial and non-financial obligations (see note 4) by the following dates: 


¢ Tambogrande concessions - qualifying conditions - December 1, 2003; decision to exercise option 
agreement May 31, 2004 


e Papayo concessions - January 15, 2004 


In the event that the Company does not fulfill its financial and non-financial obligations by the due dates, 
the Company's property interests may be deemed impaired, necessitating a writedown of up to 
$59,893,000, which amount would be charged to the statement of operations. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 
( thousands of U.S. dollars) 


2 TAMBOGRANDE PROJECT 


In April 2002, Manhattan received the final insurance proceeds in settlement of its claim for the Company's 
exploration camp and demonstration housing units that were extensively damaged in February 2001 
during a protest march instigated by a small group of politically motivated persons. 


The total settlement, net of expenses, of $680,000, was $48,000 more than the amount previously antici- 
pated and recorded of $632,000 at December 31, 2001 which was recorded as a gain in 2002. In 2001, the 
Company wrote down the value of the Tambogrande project by $1,003,000 and recorded the preliminary 
settlement proposal of $632,000. The resulting net charge of $371,000 was reflected as a writedown of the 
Tambogrande project to the statement of operations. 


Work has advanced significantly on the Tambogrande project since the incident. In December 2002, the 
Environmental Impact Assessment (EIA) was officially presented to the Peruvian government and the final 
draft of the feasibility study was completed. Manhattan is currently evaluating the re-establishment of a 
field office in Tambogrande to facilitate community interaction during the EIA public presentation and 
review process. 


3 SIGNIFICANT ACCOUNTING POLICIES 


Accounting principles 


These consolidated financial statements are prepared in accordance with generally accepted accounting 
principles (GAAP) in Canada. Differences with respect to accounting principles generally accepted in the 
United States are disclosed in note 13. 


Principles of consolidation 


The consolidated financial statements include the accounts of the Company and its subsidiaries, all of 
which are wholly owned. The principal subsidiaries of the Company are Compania Minera Manhattan S.A. 
and Manhattan Sechura Compania Minera S.A. 


Translation of foreign currency 


The Company's subsidiaries are integrated foreign operations. Currency transactions and balances are 
translated into the reporting currency as follows: 


a) Monetary items are translated at the rates prevailing at the balance sheet date; 

b) Non-monetary items are translated at historical rates; 

c) Revenues and expenses are translated at the average rates in effect during applicable accounting 
periods except amortization which is translated at historical rates; 

d) Gains and losses on foreign currency translation which are reflected in operations. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002. 2001 & 2000 
(thousands of U.S. dollars ) 


Use of estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions. These estimates and assumptions 
affect the reported amounts of assets and liabilities, and the disclosure of contingent assets and liabili- 
ties, at the date of the financial statements, and revenues and expenses for the periods reported. Actual 
results may differ from those estimates. 


Exploration and development properties 


Exploration and development properties are recorded at cost, which includes acquisition, exploration and 
development costs, financing charges, interest, and attributed direct general and administrative support 
costs. Properties determined to be impaired, sold, abandoned or assessed not to contain economic 
reserves, are written down. Carrying values do not necessarily reflect present or future values. The recov- 
erability of those carrying values is dependent upon the Company obtaining financing for exploration and 
development, establishing mineral reserves, and implementing profitable operations. 


Property, plant and equipment 


Property, plant and equipment comprise vehicles, computer equipment, office furniture, and communi- 
cation equipment. Amortization is provided on a straight-line basis at a rate of 20% over the estimated 
useful lives of the assets. 


Financial instruments 


The carrying values of cash and cash equivalents, accounts receivable, and accounts payable and accrued 
liabilities approximate their fair values due to the short-term nature of these instruments. 


Loss per common share 

Loss per common share is calculated using the weighted average number of common shares issued and 
outstanding during each year. Diluted loss per common share is calculated using the treasury stock 
method which assumes that stock options are only exercised when the exercise price is below the 
average market price during the period and that the Company will use any proceeds to purchase its 
common shares at their average market price during the period. 


Income taxes 


The Company uses the liability method of accounting for future income taxes. Under this method of tax 
allocation, future income tax assets and liabilities are determined based on the differences between the 
financial reporting and tax basis of assets and liabilities and are measured using the substantively enact- 
ed tax rates and laws that are expected to be in effect in the periods in which the future income tax assets 
or liabilities are expected to be settled or realized. A valuation allowance is provided to the extent that it 
is more likely than not that future income tax assets will not be realized. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 
(thousands of U.S. dollars) 


Cash and cash equivalents 


Cash and cash equivalents comprise cash and short-term deposits with a maturity date of 90 days or less 
from the date of acquisition. 


Convertible debt instruments 


The equity and liability components of convertible debt instruments are presented separately in accor- 
dance with their substance. The liability component is accented to the amount payable at maturity by way 
of a charge to earnings using the interest method. Detachable warrants issued in conjunction with con- 
vertible debt instruments are recorded at fair value using the Black-Scholes option pricing model, and 
classified as a separate component of shareholders’ equity. 


Stock-based compensation 


Effective January 1, 2002, the Company adopted the requirements of the new Canadian Institute of 
Chartered Accountants standard concerning the accounting for stock-based compensation. The Company 
elected not to adopt the fair value method of accounting for stock options. No compensation expense is 
recognized if the exercise price of the stock options at date of grant is equal to market value. Grants of 
stock options to non-employees and direct awards of stock to employees and non-employees must be 
accounted for using the fair value method of accounting. Consideration paid for shares on exercise of 
share options is credited to capital stock. 


4 EXPLORATION AND PROJECT EXPENDITURES 


Project costs at December 31, 2002 and 2001 are summarized in the following table: 


2002 2001 
Tambogrande project $ $ 
Tambogrande concessions 57,269 53,865 
Lancones concessions 2,086 2,034 
Papayo concessions 2,624 2,594 


61,979 58,493 


Tambogrande project 


Tambogrande concessions 

The Tambogrande concessions comprise ten mining concessions aggregating 100 square kilometres 
located in the Province of Piura, in northern Peru. The concessions are registered in the name of Empresa 
Minera del Centro del Peru S.A. (Centromin Peru - formerly Minero Peru), which is owned 100% by the 
Government of Peru. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 
(thousands of U.S. dollars) 


The Company and Centromin Peru signed an agreement granting the Company a three-year period to 
complete a feasibility study and financing plan, with an option to elect to proceed with the development of 
the concessions. The Company is required to meet certain qualifying conditions (the qualifying conditions) 
prior to exercising the option: the Company must deliver an EIA, a feasibility study and finance plan, oper- 
ate a mine that has an average treatment capacity of 10,000 tonnes per day, and it must have net assets 
of at least $100 million. The Company may qualify directly or through a company that may own, directly or 
indirectly, a 25% interest in the Company or any subsidiary of the Company. 


In the event that the option is exercised, the Company and Centromin Peru will incorporate a mining 
company, Empresa Minera Tambo Grande S.A. (EMTG), which will be owned 75% by the Company and 25% 
by Centromin Peru. EMTG will acquire 100% of the Tambogrande concessions and will develop and oper- 
ate the project. The Company will arrange the debt financing required by EMTG for the development of the 
project, including Centromin Peru's share, and will contribute the entire equity financing required 
by EMTG. 


The Company has agreed that the mining methods to be used will not physically affect the town of 
Tambogrande, nor cause damage to its population. In addition, the tailings should be located in areas that 
will not affect the surrounding agricultural areas. 


The Company will commit to developing the mine within four years of exercising the option. In the event 
that the mine is developed within the four-year period for less than the committed amount (as specified 
in the agreement), no penalty will be payable. In the event that the mine is not developed within four years, 
Manhattan will pay a penalty of 30% of the difference between the amount committed and any lesser 
amount actually spent on the development of the mining project during that period. 


Centromin Peru will retain a copper-price-based sliding scale net smelter royalty interest in the project 
ranging from zero at $0.60 per pound to 5% at $1.20 per pound. 


On April 11, 2001, the term of the option agreement between the Company and Centromin Peru was 
extended for a period of one year to May 31, 2003. On April 9, 2003, as the EIA is currently under review 
by the Peruvian Ministry of Energy and Mines, Centromin Peru granted a further one year extension for 
the exercise of the option until May 31, 2004. Under the terms of the extension, the qualifying conditions 
must be met by December 1, 2003. Other terms of the option agreement remain unchanged. 


Lancones concessions 
The property was acquired through staking and surrounds the Tambogrande concessions. 


Papayo concessions 

The Company has been granted an option by Buena Ventura’s wholly owned Peruvian subsidiary 
Compania de Exploraciones, Desarrollo e Inversiones Mineras S.A. (Cedimin) to acquire an interest in 
Cedimin’s Papayo property. The property comprises seven concessions aggregating 3,200 hectares and 
lies contiguously to the south of the Tambogrande concessions. In June 2001, Cedimin granted a 15-month 
extension to Manhattan's option agreement. The new term extends the time period for exercising the 
option to January 15, 2004. The Company can earn a 51% interest in the property by spending $4,950,000 


2002 ANNUAL REPORT 15 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 


(thousands of U.S, dollars) 


in exploration expenditures and making a one-time $50,000 payment to exercise the option which expires 
on January 15, 2004. In addition, it must make payments aggregating $300,000 to Cedimin ($250,000 paid), 
subject to payment in full prior to the exercise of the option. If Cedimin elects not to proceed, the Company 
may earn a further 29% of the property by funding Cedimin’s 49% cost share of the next $10,000,000 prop- 
erty expenditures. Subsequently, it may acquire the remaining balance of 20% for a consideration of 
$5,000,000. 


5 PROPERTY, PLANT AND EQUIPMENT 


Included in corporate general and administration costs is amortization of $22,000 (2001 - $58,000; 2000 - 
$76,000). 


2002 2001 
$ $ 
Cost 491 454 
Accumulated amortization (475) (453) 
16 1 
6 ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 
Accounts payable and accrued liabilities are comprised as follows: 
2002 2001 
$ $ 
Due to vendors 443 459 
Severance costs (current portion) 417 378 
Legal fees related to disposition of Mexican operations 235 235 
Mineral property concession payments 171 302 
1,266 1,374 
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7 CONVERTIBLE PROMISSORY NOTES 


In October 2002, the Company issued 2,364 units, each unit comprising one CA$1,000 convertible promis- 
sory note and 1,960 share purchase warrants, for total gross proceeds of $1,504,000 (CA$2,364,000). The 
promissory notes mature 3 years from the issue date, are non-interest bearing and non-transferable. 
Each share purchase warrant entitles the holder to purchase one common share of the Company at a 
price of CA$0.51 up to October 16, 2005. The Company may elect to redeem the notes during the first 90- 
day period for the principal amount plus redemption premium of 7.5% of the principal amount. The notes 
are not convertible by the holder during the first 90-day period. Subsequent to the initial 90-day period, 
the Company may redeem the notes by repaying the principal amount plus a redemption premium of 10% 
if redeemed by October 16, 2003; 15% if redeemed by October 16, 2004 and 20% if redeemed by October 16, 2005. 


At any time after the initial 90-day period, the holder may convert the notes into common shares of the 
Company at a price which is the greater of CA$0.40 or the current market price of the common shares less 
the maximum allowable discount permitted by the Toronto Stock Exchange at the conversion date. The 
principal amount of the notes is collateralized by a first security interest against certain of the Company's 
exploration assets in Peru. In accordance with Canadian generally accepted accounting principles, the 
convertible notes have been split between their liability and equity components. In addition, a portion of 
the proceeds from the units has been allocated to the fair value of the share purchase warrants granted. 
The amount allocated to the warrants was measured using the Black-Scholes option pricing model, and 
was based on a risk free interest rate of 4%, an expected life of 3 years, an expected volatility of 100%, and 
a dividend yield rate of nil. 


During the year ended December 31, 2002, an accretion charge of $51,000 was charged to operations and 
is recorded as a financing expense. 


8 DISCONTINUED OPERATIONS 


Effective December 31, 2000, Manhattan adopted a plan to dispose of all its Mexican subsidiaries. As a 
result of this plan of disposal, the results of operations for the Mexican operations were reported as 
discontinued operations. 


On March 12, 2001, the Company sold its Mexican operations to a group of Mexican investors. The sale 
transferred all Mexican assets and liabilities of Manhattan, including any liabilities associated with exist- 
ing lawsuits, to the Mexican investors. Proceeds from the sale included a nominal payment and a sliding 
scale royalty from any future production from the Moris Mine. The investors have the right to buy back the 
royalty from Manhattan at any time for a price of $50,000. 


Included in the 2000 loss from discontinued operations is the loss from Mexican operations of $2,248,000. 
For 2000, an additional provision for loss on disposal of discontinued operations of $1,047,000 was recorded 
for a total 2000 loss from discontinued operations of $3,295,000. 
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9 CAPITAL STOCK 


Authorized: 500,000,000 common shares without par value 


Issued 2002 2001 2000 
Number Amount Number Amount Number Amount 
of shares $ of shares $ of shares 
Balance - Beginning of year 39,721,508 99,773 39,452,349 99,631 34,386,343 89.373 
Exercise of special warrants 5,845,000 3,355 - = 4,704,917 10,409 
Exercise of warrants 780,900 334 - - - > 
Commissions and finder’s fees 2 - 75,000 74 124,089 275 
Compensation shares 1,422,172 563 194,159 68 - - 
Exercise of options 30,000 16 - - 237,000 472 
Share issue costs - (345) - - = (898) 
Balance - End of year 47,799,580 103,696 39,721,508 99,773 39,452,349 99.631 


On January 11, 2002, the Company qualified a prospectus for the issue of 5,845,000 special warrants at 
CA$0.90 per special warrant for gross proceeds of $3,355,000 (CA$5,260,500). Each special warrant was 
exercised, at no extra cost, into one unit comprising one common share and one half of one common 
share purchase warrant. Each common share purchase warrant is exercisable into one common share at 
a cost of CA$1.25 per share until September 18, 2002 or at a price of CA$1.50 after September 18, 2002 
until September 18, 2003. In addition, the Company granted the Agents compensation consisting of 
special warrants entitling the Agents to acquire, without payment of any additional consideration, 350,700 
common share purchase warrants entitling the Agents to subscribe for and purchase 350,700 common 
shares at a price of CA$0.90 per common share on or before September 18, 2003. In connection with the 
offering, agents commissions and other share issue costs totalled $345,000. During 2002, the 2,922,500 
warrants were repriced from CA$1.25 to CA$0.67 if exercised before September 18, 2002 and from CA$1.50 
to CA$1.00 if exercised after September 18, 2002 and before September 18, 2003. 


On July 11, 2000, the Company closed a special warrant private placement of 4,704,917 special warrants 
at a price of CA$3.25 per special warrant for gross proceeds of $10,409,000 (CA$15,290,980). The Company 
paid commissions of 124,089 special warrants at a deemed price of CA$3.25 per warrant. Each special 
warrant was exercisable, at no additional cost, for one common share. 
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Share option plan 


The Company has established a share option plan whereby the board of directors may from time to time 
grant options to individual eligible directors, officers, employees or consultants. The aggregate number of 
shares to be reserved under the plan is 5,929,000 shares. The maximum term of any option will be five 
years. The exercise price of an option is not less than the closing price on the TSE on the last trading day 
preceding the grant date. 


Share compensation plan 


On October 24, 2001, the Company adopted a share compensation plan to allow the Company to issue up 
to an aggregate of 2,000,000 common shares to certain executive officers, employees and/or directors, 
from time to time, in lieu of cash salary and bonus payments. An aggregate of 1,616,331 shares have been 
issued under the plan. 


Stock-based compensation 


The Company follows the intrinsic value method of accounting for the granting of stock options. Under this 
method, no compensation expense is recognized if the exercise price of the stock options is at market 
value at date of grant to employees and directors. Grants of stock options to non-employees and direct 
awards of stock to employees and non-employees must be accounted for using the fair value method of 
accounting. 


An aggregate of 1,640,000 stock options were granted during 2002 to employees and consultants of the 
Company. Had the fair value method of accounting been followed for stock options granted to employees 
and directors at prices of between CA$0.47 and CA$1.15, a compensation expense of $314,000 would have 
been recognized in operations. Pro forma loss and loss per share information as determined under the 
fair value method is detailed below: 


2002 
$ 

Loss for the year 
As reported 1,387 
Pro forma 1,701 
Basic and diluted loss per share 
As reported (0.03) 
Pro forma (0.04) 


The fair values of these options were estimated at the grant date using the Black-Scholes option pricing 
model. Fair value estimates ranged from $0.36 - $0.88 per option, based on a risk free interest rate of 4%, 
expected life of 5 years, an expected volatility of 100%, and a dividend yield rate of nil. 
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(thousands of U.S. dollars) 


Outstanding options 


Common shares under option are as follows: 


Number Exercise Weighted Expiry 
of options price CA$ average date 

exercise 

price CA$ 
Balance - December 31, 1999 2,307,000 2.35 - 6.80 3.22 2000 - 2004 
Granted 970,000 - 2.41 - 3.80 3.46 2000 - 2005 
Exercised (237,000) 2.75 - 3.34 2.91 2000 - 2004 
Cancelled (47,500) 3.34 - 3.80 3.71 2000 - 2001 
Balance - December 31, 2000 2,992,500 2.35 - 6.80 3.32 2001 - 2005 
Granted 1,270,000 0.71 - 1.90 0.99 2006 
Exercised - - - - 
Cancelled (772,500) 0.91 - 6.80 3.32 2001 - 2006 
Balance - December 31, 2001 3,490,000 0.71 - 4.92 2.46 2002 - 2006 
Granted 1,640,000 0.47 - 1.15 1.00 2007 
Exercised (30,000) 0.80 0.80 2002 
Cancelled (1,961,667) 0.91 - 4.92 2.75 2002 - 2007 

Balance - December 31, 2002 3,138,333 


Options outstanding and exercisable at December 31, 2002: 


Range of Number of Weighted Weighted Number Weighted 
exercise prices options average expiry average exercisable at average 
CAS date years exercise December 31, exercise 

price CA$ 2002 price CA$ 

0.47 - 0.91 1,225,000 3.1 0.80 1,150,000 0.82 
1.00 - 1.90 1,133,333 ew) 1.13 369,166 1.21 
2.45 - 2.95 400,000 0.5 2.69 400,000 2.69 
3.65 280,000 1.0 3.65 280,000 3.65 

4.70 100,000 0.8 4.70 100,000 4.70 


3,138,333 27 1.54 2,299,166 1.72 
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Options outstanding and exercisable at December 31, 2001: 


Options outstanding Options exercisable 

Range of Number of Weighted Weighted Number Weighted 
exercise prices options average expiry average exercisable at average 
CA$ date years exercise December 31, exercise 

price CA$ 2001 price CA$ 

0.71 - 0.91 1,042,500 4.3 0.89 565,000 0.89 
1.06 - 1.90 100,000 3.4 1.73 50,000 1.73 
2.45 - 2.99 1,325,000 0.8 2.66 1,325,000 2.66 
3.14 - 3.65 692,500 17 3.51 692,500 3.51 


4.60 - 4.92 330,000 11 475 330,000 4.75 


3,490,000 2.2 2.46 2,962,500 2.74 


Options outstanding and exercisable at December 31, 2000: 


Range of Number Weighted Weighted 
exercise prices of options average expiry average 
CA$ date years exercise 

price CA$ 

2.35 - 2.99 1,565,000 2.6 2.65 
3.14 - 3.95 887,500 4h 3.39 
4.25 - 4.92 490,000 3.7 4.74 


6.80 50,000 0.8 6.80 


2,992,500 3.3 3.32 


Outstanding warrants 

At December 31, 2002, an aggregate of 8,625,740 warrants are outstanding for the purchase of common 
shares as follows: 2,141,600 common shares at CA$1.00, expiring September 18, 2003, 350,700 common 
shares at CA$0.90 expiring September 18, 2003, 1,500,000 common shares at CA$4.50 expiring June 15, 
2004, and for the purchase of an aggregate of 4,633,440 common shares at CA$0.51 expiring October 17 
and 24, 2005. At December 31, 2002, the weighted average exercise price of outstanding warrants is 
CA$1.34 and the weighted average expiry date remaining is 1.9 years. 
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10 INCOME TAXES 


a) The income taxes shown in operations differ from the amounts obtained by applying statutory rates 
due to the following: 


2002 2001 2000 

Statutory tax rate 39.627 44.62% 45.62% 

$ $ $ 

Loss for the year 1,387 2,559 4,730 

Tax recovery 550 1,142 2,158 
Losses for which an income tax benefit has not 


been recognized (550) (1,142) (2,158) 


b) The Company has capital losses of approximately $27,889,000 with no expiry and non-capital losses 
of approximately $12,428,000, which will expire as follows: 


Expiry date $ 
2003 663 
2004 1,061 
2005 1,725 
2006 2,096 
2007 2,222 
2008 and thereafter 4,661 

12,428 


c) No future income tax asset has been recognized in respect of the above and other amounts. 
Significant components of the Company's future income tax asset at December 31, 2002 are 


as follows: 

2002 2001 

$ $ 

Tax losses 9,754 9,473 
Tax value of capital assets in excess of accounting values 410 431 
Other deductible temporary differences 179 656 
Total future income tax assets 10,343 10,560 
Valuation allowance . (10,343) (10,560) 


Net future income tax assets = = 
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11 SEGMENTED FINANCIAL INFORMATION 


December 31, 2002, 2001 & 2000 


(thousands of U.S. dollars) 


As at December 31, 2002, the Company operates in one segment, the exploration of the base and precious 
metals Tambogrande project in Peru. Other reconciling adjustments comprise general and administrative 
costs, financing expenses, foreign exchange, interest income, assets, capital expenditures, and amortiza- 
tion reported by the Canadian head office. 


December 31, 2002 
(Gain) loss for the year 
Total assets 

Capital expenditures 
Amortization 


December 31, 2001 
Loss for the year 
Total assets 

Capital expenditures 
Amortization 


December 31, 2000 
Gold revenue 

Loss for the year 
Total assets 

Capital expenditures 
Amortization 


Tambogrande 
project in 
Peru 


Discontinued 
operations 


$ 


12 SUPPLEMENTAL CASH FLOW INFORMATION 


Net changes in non-cash working capital 


Decrease in operating assets 


Accounts receivable 


Prepaid expenses and deposits 


Increase (decrease) in operating liabilities 


Accounts payable and accrued liabilities 
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Other 
reconciling 
adjustments 


2002 2001 


$ 


Total 


4,730 
62,313 
16,445 


2000 
$ 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 2002, 2001 & 2000 


(thousands of U.S. dollars) 


Significant non-cash operating, financing 


and investing activities 2002 2001 2000 
Common shares issued to underwriter and finder - . 275 
Common shares issued for project expenditures 121 - - 
Commission and finder's fee - ~ (275) 
Common shares issued for consulting fees 92 74 - 
Common shares issued for compensation 350 68 - 
Accretion charge on convertible debt 51 = = 
Common shares issued for special warrants 3,010 a = 
2002 2001 2000 

Cash and cash equivalents are comprised of the following: $ $ $ 
Cash 71 1,177 250 
Short-term deposits - 902 4,173 
71 2,079 4,423 


13 DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY 
ACCEPTED ACCOUNTING PRINCIPLES 


The consolidated financial statements of the Company have been prepared in accordance with accounting 
principles generally accepted in Canada (Canadian GAAP), which differ in certain material respects from 
accounting principles generally accepted in the United States (U.S. GAAP). 


Had the Company prepared the consolidated financial statements in accordance with U.S. GAAP, certain 


items on the consolidated balance sheets, statements of operations and deficit, and statements of cash 
flows would have been reported as follows: 
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Consolidated Balance Sheets 2002 2001 
Canadian GAAP U.S. GAAP Canadian GAAP U.S. GAAP 
Assets ; ; ; ; 
Current assets 231 231 2,943 2,943 
Exploration and development 
properties (a)(b) 61,979 - 58,493 = 
Property, plant and equipment 16 16 1 1 
62,226 247 61,437 2,944 
Liabilities So a rr rr 
Current liabilities 1,266 1,266 1,374 1,374 
Long-term liabilities 391 241 212 212 


Shareholders’ Equity 


Share capital and special warrants 103,696 103,835 102,783 102,922 
Equity component of 
convertible debt (b) 235 - 2 2 
Beneficial conversion feature (b) - 376 - - 
Warrants (b) 957 957 = = 
Deficit (a)(b) (44,319) (106,428) (42,932) (101,564) 
60,569 (1,260) 59,851 1,358 
62,226 247 61,437 2,944 
Consolidated Statements of Operations and Deficit 2002 2001 2000 
$ $ $ 
Loss for the year under Canadian GAAP (1,387) (2,559) (4,730) 
Mineral property, exploration and 
development expenditures (a)(b) (3,486) (3,017) (16,207) 
Finance expense (b) 9 <i 2 
Loss for the year under U.S. GAAP (4,864) (5,576) (20,937) 


Basic and diluted loss per share after discontinued 

operations under Canadian GAAP (c) 0.03 (0.06) (0.13) 
Basic and diluted loss per share under Canadian 

and U.S. GAAP - discontinued operations (c) - (0.09) 


Basic and diluted loss per share under U.S. GAAP (d) 0.11 (0.14) (0.57) 
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Consolidated Statements of Cash Flows 2002 2001 2000 
$ $ $ 

Operating activities 

Under Canadian GAAP (803) (1,358) (3,154) 

Exploration and development expenditures (a)(b) (3,454) (4,073) (16,429) 

Cash used for operating activities under U.S. GAAP (4,257) (5,431) (19,583) 

Financing activities 

Under Canadian and U.S. GAAP 1,854 3,010 10,258 

Investing activities 

Under Canadian GAAP (3,073) (3,862) (16,445) 


Exploration and development expenditures (a)(b) 3,454 4,073 16,429 


Cash provided by (used for) investing activities 
under U.S. GAAP 381 211 (16) 


a) Under Canadian GAAP, mineral exploration and development expenditures are recorded at cost. 
Properties considered to be impaired, sold, abandoned or assessed not to contain economic reserves 
are written down. Under U.S. GAAP. all exploration costs are expensed as incurred until the Company 
has established economically recoverable reserves. 


b) Under Canadian GAAP, the liability and equity components of convertible debt instruments are 
determined and shown separately. Under U.S. GAAP, convertible debt instruments are classified as 
debt with a portion of the proceeds allocated to equity to the extent that the conversion price of the 
debt at the grant date is less than the market price of the common shares at that date. The value 
attributed to equity accretion under U.S. GAAP is recorded by way of a charge to earnings using the 
interest method. Accretion charges are expensed in the statement of operations and deficit. 


Recent accounting pronouncements 


a) Asset Retirement Obligations 


The FASB has issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” This statement 
addresses financial accounting and reporting for obligations associated with the retirement of 
tangible long-lived assets and the associated asset retirement costs. It requires that the fair value of 
a liability for an asset retirement obligation be recognized in the period in which it is incurred if a 
reasonable estimate of fair value can be made. The associated asset retirement costs are capitalized 
as part of the carrying amount of the long-lived asset. The Company is analyzing the impact of SFAS 
No. 143 and will adopt the standard on January 1, 2003. 
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The CICA has approved, subject to written ballot, a new Handbook section, “Asset Retirement 
Obligations,” to replace the current guidance on future removal and site restoration costs included in 
the CICA accounting standard 3061, “Property, Plant and Equipment.” The standard, which is similar 
to SFAS 143, is effective for years beginning on or after January 1, 2004. The standard requires 
recognition of a liability at its fair value for the obligation associated with the retirement of a tangible 
long-lived asset. A corresponding amount is added to the carrying amount of the related asset and 
amortized to expense over the useful life of the asset. The effect of adopting this standard, on 
January 1, 2004, has not yet been determined. 


b) Impairment of Long-Lived Assets 

The Accounting Standards Board of the Canadian Institute of Chartered Accountants (CICA) has 
issued CICA 3063, “Impairment of Long-Lived Assets.” This statement establishes standards for the 
recognition, measurement and disclosure of the impairment of non-monetary long-lived assets, 
including property, plant and equipment, intangible assets with finite useful lives, deferred 
pre-operating costs and long-term prepaid assets. The Company does not expect that the imple- 
mentation of this new standard will have a material impact on its consolidated financial position or 
results of operations. 


c) Hedging Transactions 

The CICA has issued Accounting Guideline 13, “Hedging Relationships,” (AcG 13) which will be 
effective for years beginning on or after July 1, 2003. AcG 13 addresses the identification, designation, 
documentation, and effectiveness of hedging transactions for the purposes of applying hedge 
accounting. It also establishes conditions for applying or discontinuing hedge accounting. In 
December 2002, the CICA approved, subject to written ballot, certain amendments to AcG 13. These 
amendments are expected to be finalized in the first half of 2003. Under the new guideline, the 
Company will be required to document its hedging transactions and explicitly demonstrate that the 
hedges are sufficiently effective in order to continue accrual accounting for positions hedged with 
derivatives. The effect of adopting this guideline has not yet been determined. 


d) Accounting for Costs Associated with Exit or Disposal Activities 
The FASB has issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” 
Under this standard, exit costs and restructuring liabilities generally will be recognized only when 
incurred. SFAS No. 146 is effective for exit or disposal activities initiated after December 31, 2002. 


14 SUBSEQUENT EVENTS 


On May 16, 2003, the Company issued 6,130,814 units, each unit comprised of one common share and one- 
half of one common share purchase warrant for net proceeds of $2,896,000. Each whole share purchase 
warrant entitles the holder to acquire one common share at a price of $0.75 per share up to May 16, 2004 
and thereafter at a price of $0.85 to May 16, 2005. In connection with the financing, the Company paid 
a cash commission of 7% of the gross financing proceeds and issued 401,464 broker warrants, each 
broker warrant entitling the holder to purchase one common share at a price of CA$0.70 per share until 
May 16, 2005. 
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